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(1) Summary of Significant Accounting Policies
The City of Detroit (the City) Charter established the Water
Department (the Department) in the year 1836 to supply
water within and outside the City under the administration
of the Board of Water Commissioners. The Water Fund
(the Fund), an Enterprise fund, separately accounts for the
Water Supply System (the System), as is required by bond
ordinances of the City. The following is a summary of the
more significant accounting policies followed in the
preparation of the Fund’s financial statements. These
policies conform to U.S. generally accepted accounting
principles.

The financial statements of the Water Fund have been
included in the City of Detroit’s Comprehensive Annual
Financial Report (CAFR) and reported as an Enterprise
fund. Copies of these reports, along with other financial
information, can be obtained at the Fund’s administrative
office, located at 735 Randolph, Detroit, Michigan, 48226.

(a) Basis of Accounting
The accounting policies of the Fund conform to U.S.
generally accepted accounting principles (GAAP) as
applicable to governmental entities. The accounts of the
Fund, which are organized as an Enterprise fund, are used
to account for the Fund’s activities, which are financed and
operated in a manner similar to a private business
enterprise. Accordingly, the Fund maintains its records on
the accrual basis of accounting. Revenues from operations,
investments, and other sources are recorded when earned.
Expenses (including depreciation and amortization) of
providing services to the public are accrued when incurred.

In accordance with Governmental Accounting Standards
Board (GASB) Statement No. 20, Accounting and Financial
Reporting for Proprietary Funds and Other Governmental
Entities That Use Proprietary Fund Accounting, the Fund
applies all applicable GASB pronouncements, as well as
all Financial Accounting Standards Board (FASB)
Statements and Interpretations, Accounting Principles
Board (APB) Opinions, and Accounting Research Bulletins
(ARBs) issued on or before November 30, 1989, unless
those pronouncements conflict with or contradict GASB

pronouncements. The Fund also has the option of following
FASB guidance issued after November 30, 1989, but has
elected not to do so.

(b) Cash and Cash Equivalents
Cash and cash equivalents consist of “cash” as on deposit
in financial institutions, including restricted assets.

(c) Investments
Investments are reported at fair value based on quoted
market price.

(d) Inventories
Inventories consist of operating and maintenance and
repair parts for water lines and are valued at the lower of
cost or market, with cost being determined on a first-in,
first-out (FIFO) basis.

(e) Capital Assets
Capital assets are recorded at historical cost, together with
interest capitalized during construction. Depreciation is
computed using the straight-line method over the estimated
useful lives of the related assets as follows:
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(f) Workers’ Compensation
The Fund has no insurance coverage for workers’
compensation claims. Workers’ compensation expenses
are recorded when the occurrence of the liability is
probable and the amount is reasonably estimable. The
amounts recorded as of June 30, 2005 and 2004 are based
on compensation expected to be paid, along with estimated
medical costs, for all claims known as of the balance sheet
date, and historical data are used in computing the liability
for estimated incurred but unreported claims as of the
balance sheet date.
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(f) - Workers’ Compensation  Changes in the liability since June 30, 2003 are summarized as follows:
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(g) Capitalized Interest
The Fund capitalizes qualifying net interest costs of the
System on bonds issued for capital construction in
accordance with Statement of Financial Accounting
Standards Nos. 34 and 62. Accordingly, capitalized interest
for the years ended June 30, 2005 and 2004 was
$28,942,595 and $26,713,603, respectively.

(h) Taxes and City Services
The Fund pays no direct federal, state, or local taxes,
except local taxes on excess property and federal Social
Security taxes. The Fund reimburses the City for most of
the direct services furnished by other City departments,
including general staff services. Charges are billed for all
water services provided to City departments.

(i) Shared Costs
Costs related to shared facilities and personnel are
allocated to the Fund on a basis that relates costs incurred
to the fund benefited.

(j) Compensated Absences
The Fund records as a liability estimated vested vacation,
sick pay, and banked overtime in accordance with GASB
Statement No. 16, Accounting for Compensated Absences.
Unused vacation pay accumulates until termination of
employment, while there is no vesting of sick pay until an
employee reaches age 60 or completes 25 years of
service.

(k) Accrued Revenue
The Fund records unbilled revenues for services provided
prior to year-end by accruing actual revenues billed in the
subsequent month.

(l) Net Assets
Net assets are categorized as follows:

Invested in capital assets: This consists of capital assets,
net of accumulated depreciation and related debt.

Restricted: This consists of net assets that are legally
restricted by outside parties or by law through constitutional
provisions or enabling legislation. When both restricted
and unrestricted resources are available for use, generally
it is the City’s policy to use restricted resources first, and
then unrestricted resources when they are needed.

Unrestricted: This consists of net assets that do not meet
the definition of “restricted” or “invested in capital assets.”

(m) Classification of Revenues
The Fund has classified its revenues as either operating
or nonoperating revenues according to the following
criteria:

Operating revenues: Operating revenues include
activities that have the characteristics of exchange
transactions, such as revenue from charges for water
service.

Nonoperating revenues: Nonoperating revenues include
activities that have the characteristics of nonexchange
transactions, which are defined as nonoperating revenues
by GASB Statement No. 9, Reporting Cash Flows of
Proprietary and Nonexpendable Trust Funds and
Government Entities That Use Proprietary Fund Accounting,
and GASB Statement No. 34, such as investment income
and interest expense.

(n) Use of Estimates
The preparation of financial statements in conformity with
U.S. generally accepted accounting principles requires
management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual
results could differ from those estimates.

(o) New Accounting Pronouncements
The Fund adopted GASB Statement No. 40, Deposit and
Investment Risk Disclosures – an Amendment of GASB
Statement No. 3, for the year ended June 30, 2005. This
pronouncement requires additional disclosures presented
in these notes, but has no impact on the net assets of the
fund. These disclosures address common deposit and
investment risks related to credit risk, concentration of credit
risk, interest risk, and foreign currency risk. GASB 40 does
not address the retroactive applicability of required
disclosures, and, except for custodial credit risk, the Fund
did not disclose deposit and investment risks at June 30,
2004.

In November 2003, the GASB issued Statement No. 42,
Accounting and Financial Reporting for Impairment of
Capital Assets and for Insurance Recoveries. This
Statement establishes accounting and financial reporting
standards for impairment of capital assets. The City will
implement Statement No. 42 beginning with the year
ended June 30, 2006. The City is currently evaluating the
impact of adopting Statement No. 42.

In July 2004, the GASB issued Statement No. 45,
Accounting and Financial Reporting by Employers for
Postemployment Benefits Other Than Pensions. This
Statement establishes accounting and financial reporting
standards for employers that participate in a defined-
benefit “other postemployment benefit” (OPEB) plan. The
City will implement Statement No. 45 beginning with the
year ended June 30, 2006. The City is currently evaluating
the impact of adopting Statement No. 45.
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(2) Deposits and Investments
The following is a complete listing of deposits and
investments held by the City at June 30, 2005:

that were exposed to custodial credit risk, as they were
uninsured and uncollateralized.

Custodial Credit Risk of Investments
Custodial credit risk is the risk that in the event of failure of
the counterparty, the Fund will not be able to recover the
value of its investments or collateral securities that are in
the possession of an outside party. The City does not have
a policy for custodial credit risk. As of June 30, 2005 and
2004, the Fund had no investments subject to custodial
credit risk.

Interest Rate Risk
Interest rate risk is the risk that, over time, the value of
investments will decrease as a result of a rise in interest
rates. The City’s investment policy does not specifically
restrict investment maturities other than commercial paper,
which can only be purchased with a 270-day maturity. The
City’s policy minimizes interest rate risk by requiring that
the Fund attempt to match its investments with anticipated
cash flow requirements. Unless related to a specific cash
flow, the City is generally not permitted to directly invest in
securities maturing more than 10 years from the original
date of purchase. See chart below.

Credit Risk
The City of Detroit’s investment policy complies with state
law. The City limits its investments in commercial paper,
mutual funds, and external investment pools that purchase
commercial paper to the top two rating classifications
issued by two nationally recognized statistical rating
organizations (NRSROs). See chart on page 24.

Concentration of Credit Risk
Concentration of credit risk is the risk of loss attributed to
the magnitude of the Fund’s investment in a single issuer.
The City’s policy specifies a number of limitations to
minimize concentration of credit risk, including prohibiting
investing more than 5% of the portfolio in securities (other
than U.S. government, mutual funds, external investment
pools, and other pooled investments) of any one issuer.

More than 5% of the Fund’s investments are in Federal
Home Loan Bank, Federal Home Loan Mortgage, and
Federal National Mortgage Association securities. These
investments are 8%, 8%, and 15.7%, respectively, of the
Fund’s total investments.

The deposits and investments of the City at June 30, 2005
are reflected in the financial statements as follows:

State law authorizes the City to make deposits in the
accounts of federally insured financial institutions. Cash
held by fiscal agents or by trustees is secured in accordance
with the requirements of the agency or trust agreement.

The City is authorized to invest in obligations of the U.S.
government or its agencies, certificates of deposit, savings
and depository accounts of insured institutions, commercial
paper of certain investment quality, repurchase
agreements, banker’s acceptances, mutual funds of certain
investment quality, and investment pools as authorized by
state law.

Custodial Credit Risk of Bank Deposits
Custodial credit risk is the risk that in the event of bank
failure, the Fund’s deposits may not be returned by the
bank. The City does not have a deposit policy for custodial
credit risk. At June 30, 2005 and 2004, the Fund had
deposits of $27,464,345 and $25,286,869, respectively,
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(2) - Interest Rate Risk
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least 15% of that year’s budgeted operating and
maintenance costs. These deposits are to be used for major
unanticipated repairs and replacement to the System with
actual or anticipated cost exceeding $1 million. Once this
fund is fully funded, deposits required are amounts needed
to maintain fully funded status. Borrowings of up to 50% of
the balance in this fund on the first day of the related fiscal
year are allowed for transfer to and use from the
Improvement and Extension Fund. Any such borrowings
must be repaid prior to any deposits being made to the
Improvement and Extension Fund. (3) After the above
deposits have been made, excess amounts may be
deposited in the Improvement and Extension Fund,
established for the payment of improvements,
enlargements, repairs, extensions, or betterment to the
System. (4) With respect to the Construction Fund, the
portion of the proceeds of the sale of bonds for building or
improving the System is deposited in this fund. A separate
depository account is required for each series of bonds.
Proceeds for construction purposes received from federal
and state grants and other sources that restrict the use of
such proceeds are also deposited into this account.

(3) Restricted Assets
Restricted assets, principally cash and investments, are
available for debt service on revenue bonds and to provide
funds for improvements, enlargements, extensions, and
construction. In certain instances, minimum levels of assets
are required by bond ordinance provisions or by Board of
Water Commissioners decree. These assets are
maintained as follows: (1) With respect to the Bond and
Interest Redemption Fund, after provision has been made
for expenses of operation and maintenance of the System,
a sum proportionately sufficient to provide for payment,
when due, of the current principal and interest is set aside.
The Bond Reserve Account is part of the Bond and Interest
Redemption Fund, and the amounts credited to this account
are to be used only to pay principal and interest on the
bonds when current revenues are not sufficient. (2) With
respect to the Extraordinary Repair and Replacement
Reserve Fund, after meeting the requirements of the
foregoing funds, monthly deposits in an amount equal to
one twelfth of 3% of the budgeted operation and
maintenance expense of the System for the fiscal year must
be set aside until the aggregate amount funded totals at
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(2) - Credit Risk  as of June 30, 2005, the Fund had the following investments, maturities,
and credit quality ratings of debt securities:

�������� ��������

����	
�� ����	
��

��� ��������� ��������� ����

����������	
����	��
	��	�
�

�	���	����	�������
 � ����������� ���� ���� ����������������������

���
���
������������� ������������� �������������  �����������!��� ����"�����"���������

������������� �������������  �����������!��� ��������������������

#������	
����	��
	��	�
�

$��%�����&�
����	���

�&���%�&��
�
���	�� ������������ ��������"������ ���� �"������������������

$
���
��� �����"������� ������"������ ���� �"������������������

'	�� ����"�������� �������"������ ���� ���������"����������

()���&��
 ����������"�� ����""�������  �������!���������� ��"�����"�"���������

*���&��	
����������	
���  �����������!������  ��������"�!��� �������������������  �����������!�������

��"��������"��� �����"������� ������������������� �������������������

+�
	� � ����"��""������ �������������  �����������!��� �������������������

(4) - Capital Assets
Capital asset activity for the fiscal years
ended June 30, 2005 and 2004 is as
follows:
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(5) Revenue Bonds
The outstanding indebtedness of the Fund for revenue
bonds was approximately $1,991,615,000 and
$1,713,435,000 at June 30, 2005 and 2004, respectively.
The interest rates on the outstanding fixed-rate revenue
bonds range from 4.30% to 6.38%. Net revenues of the
Fund are pledged to repayment of bonds. See chart below.

In fiscal 2005, the Fund issued $105,000,000 of City of
Detroit, Michigan, Water Supply System Revenue Senior
Lien Bonds, Series 2005-A; $195,000,000 of City of Detroit,
Michigan, Water Supply System Revenue Refunding
Second Lien Bonds (Variable Rate Demand), Series 2005-
B; and $126,605,000 of City of Detroit, Michigan, Water
Supply System Revenue Refunding Senior Lien Bonds,
Series 2005-C. The net proceeds were used to refund a

portion of the City’s outstanding Water Supply System
Revenue Bonds and Revenue Refunding Bonds and to
pay costs of issuance associated with the 2005 Bonds.

The net proceeds of the Water Supply System Revenue
Second Lien Bond, Series 2005-A, of $97,314,500 (net of
capitalized interest of $8,611,516 and bond underwriting
fees, insurance, and other issuance costs of $2,119,542)
were used to purchase U.S. government securities.

The net proceeds of the Water Supply System Revenue
Senior Lien Bond (Variable Rate Demand), Series 2005-
B, of $176,783,879 (net of capitalized interest of
$16,096,578 and underwriting fees, insurance, and other
issuance costs of $2,119,542) were used to purchase U.S.
government securities.

(4) - Capital Assets
Capital asset activity for the fiscal years
ended June 30, 2005 and 2004
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(5) - Revenue Bonds
Future debt service requirements as of June 30, 2005
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income earned on the escrow fund investments have not
been recognized in the statements of revenues, expenses,
and changes in fund net assets. As of June 30, 2005 and
2004, approximately $511,265,000 and $546,360,000,
respectively, of bonds outstanding are considered
defeased.

Bonds outstanding at June 30, 2005 include
$1,792,485,000 of bonds callable at various dates after
June 30, 2005. These bonds are callable at varying
premiums, depending on the issue and length of time to
maturity.

Subsequent to year-end, the Fund received loans from
the Michigan Municipal Bond Authority Michigan State
Revolving Loan Fund Program in the amount of
$25,975,000 for the construction of facilities.

(6) Issuance of Pension Obligation Certificates
On June 2, 2005, the Detroit Retirement Systems Funding
Trust issued $1.44 billion ($640 million of taxable fixed-
rate Series A and $800 million of taxable floating-rate
Series B) of taxable pension obligation certificates of
participation (POCs). The Trust was created by the Detroit
General Retirement System Service Corporation
(DGRSSC) and the Detroit Police and Fire Retirement
System Service Corporation (DPFRSSC), both blended
component units of the City. The City entered into service
contracts with the DGRSSC and the DPFRSSC to facilitate
the transaction. The POCs represent undivided
proportionate interests in the rights to receive the payments
from the City under its service contracts with the DGRSSC
and the DPFRSSC.

The POCs were issued for the purpose of funding certain
unfunded accrued actuarial liabilities (UAAL) of the two
retirement systems of the City, which include the General
Retirement System (GRS) and the Police & Fire Retirement
System (PFRS). The UAAL is a liability of the City for past
services rendered by its employees in which Michigan
state law and the Michigan Constitution require that a

The proceeds of the Revenue Refunding Senior Lien
Bonds, Series 2005-C, will be used (a) to advance-refund
the $69,285,000 principal amount of the City’s Water
Supply Revenue Senior Lien Bonds, Series 1997-A,
comprising serial bonds maturing in the years 2010, 2016,
and 2017; the 2018 through 2021 mandatory redemption
payment for serial 1997-A term bonds, maturing July 1,
2027 (the Refunded 1997-A Bonds), with an average
interest rate of 5.5%; (b) to refund the $56,700,000
principal amount of the City’s Water Supply System
Revenue Senior Lien Bonds, Series 1999-A, bonds
maturing in the years 2011 through 2018 with interest rate
of 7.48% (the Refunded 1999-A Bonds and, collectively
with the Refunded 1997-A Bonds, the Refunded Bonds);
and (c) for payment of the related costs of issuance,
including the premium for the municipal bond insurance.

Those refunded securities were deposited in an irrevocable
trust with an escrow agent to provide for all future debt
service payments on the Refunded 1999-A Bonds when
due to and including July 1, 2010 and redeem the Refunded
1997-A Bonds on July 1, 2007 at 101%.

The advance refunding resulted in a difference between
the reacquisition price and the net carrying amount of the
old debt of $5,640,081. This difference, reported in the
financial statements as a deduction from bonds payable,
is being charged to operations through the year 2024 using
the straight-line method. The Fund completed the advance
refunding to reduce its total debt service payments over
the next 20 years and to obtain an economic gain
(difference between the present values of the old and new
debt service payments) of $4,567,184.

In prior years, the Fund defeased certain bonds by placing
the proceeds of new bonds in an irrevocable trust to
provide for all future debt service payments on the old
bonds. Accordingly, the trust account assets and the liability
for the defeased bonds are not included in the Fund’s
financial statements. Similarly, the interest expenses
related to the defeased bonds and the related interest
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(6) Issuance of Pension Obligation Certificates
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portion be annually paid. The GRS includes employees
and retirees of certain Enterprise funds, including the Water
Fund.

A total $157,548,214 of the $1,440,000,000 of POCs issued
is attributable and allocated to the Water Fund. The amount
of $5,144,834 relates to issuance costs that are recorded
as an asset and will be amortized over 20 years, the life of
the POCs; $152,393,380 of the proceeds were contributed
to the GRS, which included $1,940,872 of annual required
contributions for June 30, 2005. The remaining amount of
$150,452,508 resulted in a net pension asset.

Interest payments for Series A will commence on December
15, 2005 and are due semiannually, while the first principal
payment is payable June 15, 2007, due annually, and is
payable through 2025. Interest payments for Series B will
commence on September 15, 2005 and are due quarterly
through 2025, while the first principal payment is payable
June 15, 2007, due annually, and is payable through 2025.
The interest rates on the outstanding obligations range
from 4.004% to 4.948%.

The redemption dates and aggregate principal and interest
amounts for such redemption dates. See chart on page
26.

(7) Deferred Swap Termination Proceeds
During the year ended June 30, 2004, the Fund and its
counterparty terminated a forward starting swap agreement
related to the future issuance of debt in fiscal year 2005.
The Fund received a termination payment in the amount of

$16,943,863 that was deferred to offset future debt service.
The proceeds will be recognized over the life of the debt
that was issued in fiscal year 2005 using the straight-line
method.

For the year ended June 30, 2005, $146,068 was
recognized as a reduction of interest expense, leaving a
remaining balance of $16,797,795 at June 30, 2005.

(8) Long-Term Liabilities
Long-term activity for the years ended June 30, 2005 and
2004. See chart below and on page 28..

(9) Derivatives Not Reported at Fair Value
The Fund is party to derivative financial instruments
consisting of interest rate swaps that are intended to
effectively convert variable-rate financings to fixed-rate
financings. These are not reported at fair value on the
statement of net assets at June 30, 2005.

Objective of the swaps. In order to better manage its
interest rate exposure and to reduce the overall costs of its
financings, the Fund has entered into 15 separate fixed-
payor interest rate swaps.

Market access risk. The Fund is exposed to market
access risk on its hedge swaps or forward starting swaps
in the event that it will not be able to enter credit markets or
in the event that credit will become more costly.

Terms, fair values, and credit risk. Certain key terms, fair
market values, and counterparty credit ratings relating to
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the outstanding swaps as of June 30, 2005 are presented
below. The notional amounts of the swaps, except those
with effective dates of September 1, 2006 and March 1,
2007, match the principal amounts of the outstanding
financings. The swaps with effective dates of September 1,
2006 and March 1, 2007 were entered into to hedge future
interest rate risk and will be associated with financings
expected to be issued prior to the effective dates. Except
as discussed under rollover risk, the Fund’s swap
agreements contain scheduled reductions to outstanding
notional amounts that match scheduled or anticipated
amortization of associated financings. See chart below.

Fair value. Because interest rates have generally declined
since the time the swaps were negotiated, most of the
Fund’s swaps have a negative fair value as of June 30,

2005. The negative fair values may be countered by lower
total interest payments required under the variable-rate
financings, creating lower synthetic interest rates.

Credit risk. As of June 30, 2005, the Fund was not
significantly exposed to net credit risk, as the majority of
the swaps had net negative fair values. However, should
interest rates change and fair values of the swaps become
positive, the Fund would be exposed to credit risk in the
amount of the derivatives’ positive fair value.

The swap agreements contain varying collateral
agreements with the counterparties. The swaps require
full collateralization of the fair value of the swap should the
counterparty’s credit rating fall below certain rating levels
by Fitch Ratings, Standard & Poor’s, and/or Moody’s

(8)b - Long-Term Liabilities
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Investors Service. Collateral on all swaps is to be in the
form of U.S. government securities held by a third-party
custodian.

Basis risk. The Fund is not exposed to significant basis
risk on its swaps because most of the variable payments
received are based on the Bond Market Association (BMA)
index. The Consumer Price Index (CPI) indexed swaps
are associated with CPI indexed financings and thus create
no basis risk.

Termination risk. The Fund or counterparty may terminate
any of the swaps if the other party fails to perform under
the terms of the contract. In such cases, the Fund may owe
or be due a termination payment, depending on the value
of the swap at that time. In addition, the Fund is exposed to
termination risk, but not termination payments, on certain
of the Fund’s swaps related to Water Series 2001-C, Water
Series 2003-D, Water Series 2004-A, Water Series 2004-
B, Sewer Series 1998-A, Sewer Series 1998-B, Sewer
Series 2001-C-1, Sewer Series 2001-C-2, and Sewer
Series 2003-B. These swaps provide the counterparty with
the option to terminate the swap agreement beginning on
January 1, 2010, July 2, 2011, July 1, 2005, July 1, 2005,
July 1, 2008, July 1, 2008, January 1, 2010, January 1,
2010, and July 1, 2013, respectively, upon the passing of
certain BMA thresholds. If any of these swaps were
terminated, the associated variable-rate financings would
no longer carry synthetic interest rates, but there would be
no termination payment.

Rollover risk. The Fund is exposed to rollover risk on
swaps that mature or may be terminated prior to the maturity
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of the associated financings. When these swaps terminate
or, in the case of the termination option, if the counterparty
exercises its option, the Fund will not realize the synthetic
rate offered by the swaps on the underlying issues.

(10) Employee Benefit Plan
Substantially all City employees, including the Water Fund
employees, are covered by a single-employer plan
composed of a defined benefit with an optional employee-
contributed annuity through the General Retirement System
(GRS). The GRS pays a monthly pension to qualified
individuals upon retirement. The amount is based upon a
combination of years of service and annual salary.

Plan Description
The GRS is administered in accordance with the City of
Detroit Charter and union contracts, which assign the
authority to establish and amend contributions and benefit
provisions to the Retirement System’s board of trustees.
The GRS issues separate, stand-alone financial statements
annually. Copies of these financial statements can be
obtained at the Coleman A. Young Municipal Center, 2
Woodward Ave., Rm. 908, Detroit, Michigan, 48226.

Funding Policy
The GRS funding policy provides for periodic employer
contributions at actuarially determined rates that,
expressed as percentages of annual covered payroll, are
sufficient to accumulate sufficient assets to pay benefits
when due. The contribution requirements are established
and may be amended by the GRS board of trustees based
on information provided by the GRS’s consulting actuary.
The City’s contribution is set by the City Council in
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(10) - B The annual pension cost and net pension asset as of June 30, 2005 is as follows:
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(10) - C  The actuarial methods and significant assumptions used to determine the annual
   required contributions for June 30, 2005 were as follows:

conjunction with its approval of the City’s annual budget
based on information provided by the GRS’s consulting
actuary.

The recommended contribution rate is determined by the
GRS’s consulting actuary using the entry age normal
actuarial cost funding method. Significant actuarial
assumptions used to compute contribution requirements are
the same as those used to compute the actuarial accrued
liability.

Based upon the June 30, 2003 actuarial valuation, which
was the most recent actuarial data available when the
budget was developed for the year ended June 30, 2005,
the actuary recommended a Water Fund contribution rate of
29.82%. Contributions for the Water Fund totaled
$168,024,051, which included $152,393,380 from proceeds
of the issuance of the pension obligation certificates of
participation (see note 6).

Employees may elect to contribute 3%, 5%, or 7% of the first
$87,900 of annual compensation and 5% or 7% of any excess
over $87,900 for annuity savings. Contributions are voluntary
for all union and nonunion employees. Contributions
received from Water Fund employees during the year ended
June 30, 2005 amounted to $6,108,640.

Administrative Expenses
Actuarial investment management and bank trustee fees
and expenses are included in the GRS plan’s administrative
expenses when incurred. In addition, the GRS plan’s
administrative salary, rent, accounting services, duplicating,
telecommunications, and travel expenses are included in
the GRS plan’s administrative expenses when incurred. See
charts on page 30.

(11) Due to (from) Other Funds
During the course of operations, numerous transactions
occur between individual funds and other City of Detroit
funds for goods provided or services rendered. Related

receivables and payables are classified as “due from other
funds” or “due to other funds” on the balance sheets and
are summarized. See chart on page 31.

(12) Capital Improvement Programs
The Fund is engaged in a variety of projects that are a part
of its five-year Capital Improvement Program (the
Program). The total cost of this program is anticipated to
be approximately $1.65 billion through fiscal year 2010.
The Program is being primarily financed from revenues of
the Fund and proceeds from the issuance of revenue
bonds.

The total amount of construction contract commitments
outstanding at June 30, 2005 and June 30, 2004 was
approximately $101 million and $238 million, respectively.

(13) Contingencies
The Fund is also a defendant in numerous alleged claims,
lawsuits, billing disputes, and other stated and pending
demands. The Fund and the City’s Legal Department have
estimated a reserve, which is included in the
accompanying financial statements, for the potential
outcome of such claims or the amount of potential
damages in the event of an unfavorable outcome for each
of the above contingencies. The Fund’s management and
the City’s Legal Department believe that any differences
in reserved amounts and final settlement, after
consideration of claims covered by insurance, resulting
from such litigation will not materially impact the Fund’s
financial position or results of operations.

The City holds various commercial insurance policies to
cover potential loss exposures.

(14) Subsequent Events
On September 22, 2005, the Water Supply System issued
$25,975,000 of SRF Junior Lien Revenue Bonds. The
bonds begin to mature October 1, 2007 and will be fully
matured in the year 026.
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(1) Summary of Significant Accounting Policies
The City of Detroit (the City) Charter established the Water
and Sewerage Department (the Department) in the year
1836 to supply water, drainage, and sewage service within
and outside the City under the administration of the Board
of Water Commissioners. The Sewage Disposal Fund (the
Fund), an Enterprise fund, separately accounts for the
Sewage Disposal System (the System), as is required by
bond ordinances of the City. The following is a summary of
the more significant accounting policies followed in the
preparation of the Fund’s financial statements. These
policies conform to U.S. generally accepted accounting
principles.

The financial statements of the Fund have been included
in the City of Detroit’s Comprehensive Annual Financial
Report and reported as an Enterprise fund. Copies of these
reports, along with other financial information, can be
obtained at the Fund’s administrative office, located at 735
Randolph, Detroit, Michigan, 48226.

(a) Basis of Accounting
The accounting policies of the Fund conform to U.S.
generally accepted accounting principles (GAAP) as
applicable to governmental entities. The accounts of the
Fund, which are organized as an Enterprise fund, are used
to account for the Fund’s activities, which are financed
and operated in a manner similar to a private business
enterprise. Accordingly, the Fund maintains its records on
the accrual basis of accounting. Revenues from operations,
investments, and other sources are recorded when earned.
Expenses (including depreciation and amortization) of
providing services to the public are accrued when incurred.

In accordance with Governmental Accounting Standards
Board (GASB) Statement No. 20, Accounting and Financial
Reporting for Proprietary Funds and Other Governmental
Entities That Use Proprietary Fund Accounting, the Fund
applies all applicable GASB pronouncements, as well as
all Financial Accounting Standards Board (FASB)
Statements and Interpretations, Accounting Principles
Board (APB) Opinions, and Accounting Research Bulletins
(ARBs) issued on or before November 30, 1989, unless
those pronouncements conflict with or contradict GASB
pronouncements. The Fund also has the option of following
FASB guidance issued after November 30, 1989, but has
elected not to do so.

(b) Cash and Cash Equivalents
Cash and cash equivalents consist of “cash” as on deposit
in financial institutions, including restricted assets.

(c) Investments
Investments are stated at fair value based on quoted market
price.

(d) Inventories
Inventories consist of operating and maintenance and
repair parts for sewage lines and are valued at the lower
of cost or market, with cost being determined on a first-in,
first-out (FIFO) basis.

(e) Capital Assets
Capital assets are recorded at historical cost, together with
interest capitalized during construction. Depreciation is
computed using the straight-line method over the estimated
useful lives of the related assets as follows:

�����������	
��
��� ��
����	
���������	 ��
����	
�����������	
��
���������	 ���
����	
��������� �
�
��
����	

���� ���� ����

�������������	
��
�	������� � ���������������� ���������������� ����������������

���������������
�������� ��	���

�����
����� ����������������� ���������������� !�������"���������

���
���#������ !�������"��������� !���������"������ !���������"������

��������������������� � ���������������� ���������������� ����������������

����	��

(f) Workers’ Compensation
The Fund has no insurance coverage for workers’
compensation claims. Workers’ compensation expenses
are recorded when the occurrence of the liability is
probable and the amount is reasonably estimable. The
amounts recorded as of June 30, 2005 and 2004 are based
on compensation expected to be paid, along with estimated
medical costs, for all claims known as of the balance sheet
date, and historical data are used in computing the liability
for estimated incurred but unknown claims as of the
balance sheet date. See chart below.

(g) Capitalized Interest
The Fund capitalizes qualifying net interest costs of the
System on bonds issued for capital construction in
accordance with Statement of Financial Accounting
Standards Nos. 34 and 62. Accordingly, capitalized interest
for the years ended June 30, 2005 and 2004 was
$50,767,951 and $50,451,250, respectively.

(f)  -  Workers’ Compensation
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(h) Taxes and City Services
The Fund pays no direct federal, state, or local taxes, except
local taxes on excess property and federal Social Security
taxes. The Fund reimburses the City for most of the direct
services furnished by other City departments, including
general staff services. Charges are billed for all sewage
services provided to City departments.

(i) Shared Costs
Costs related to shared facilities and personnel are
allocated to the Fund on a basis that relates costs incurred
to the fund benefited.

(j) Compensated Absences
The Fund records as a liability estimated vested vacation,
sick pay, and banked overtime in accordance with GASB
Statement No. 16, Accounting for Compensated Absences.
Unused vacation pay accumulates until termination of
employment, while there is no vesting of sick pay until an
employee reaches age 60 or completes 25 years of service.

(k) Accrued Revenue
The Fund records unbilled revenues for services provided
prior to year-end by accruing actual revenues billed in the
subsequent month.

(l) Net Assets
Net assets are categorized as follows:

Invested in capital assets: This consists of capital assets,
net of accumulated depreciation and related debt.

Restricted: This consists of net assets that are legally
restricted by outside parties or by law through constitutional
provisions or enabling legislation. When both restricted and
unrestricted resources are available for use, generally it is
the City’s policy to use restricted resources first, and then
unrestricted resources when they are needed.

Unrestricted: This consists of net assets that do not meet
the definition of “restricted” or “invested in capital assets.”

(m) Classification of Revenues
The Fund has classified its revenues as either operating or
nonoperating revenues according to the following criteria:

Operating revenues: Operating revenues include activities
that have the characteristics of exchange transactions, such
as revenue from charges for sewage service.

Nonoperating revenues: Nonoperating revenues include
activities that have the characteristics of nonexchange
transactions, which are defined as nonoperating revenues
by GASB Statement No. 9, Reporting Cash Flows of
Proprietary and Nonexpendable Trust Funds and
Government Entities That Use Proprietary Fund Accounting,

and GASB Statement No. 34, such as investment income
and interest expense.

(n) Use of Estimates
The preparation of financial statements in conformity with
U.S. generally accepted accounting principles requires
management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual
results could differ from those estimates.

(o) New Accounting Pronouncements
The Fund adopted GASB Statement No. 40, Deposit and
Investment Risk Disclosures – an Amendment of GASB
Statement No. 3, for the year ended June 30, 2005. This
pronouncement requires additional disclosures presented
in these notes, but has no impact on net assets of the
Fund. These disclosures address common deposits and
investment risks related to credit risk, concentration of credit
risk, interest risk, and foreign currency risk. GASB 40 does
not address the retroactive applicability of required
disclosures, and, except for custodial credit risk, the Fund
did not disclose deposit and investment risks at June 30,
2004.

In November 2003, the GASB issued Statement No. 42,
Accounting and Financial Reporting for Impairment of
Capital Assets and for Insurance Recoveries. This
Statement establishes accounting and financial reporting
standards for impairment of capital assets. The City will
implement Statement No. 42 beginning with the year
ended June 30, 2006. The City is currently evaluating the
impact of adopting Statement No. 42.

In July 2004, the GASB issued Statement No. 45,
Accounting and Financial Reporting by Employers for
Postemployment Benefits Other Than Pensions. This
Statement establishes accounting and financial reporting
standards for employers that participate in a defined-
benefit “other postemployment benefit” (OPEB) plan. The
City will implement Statement No. 45 beginning with the
year ended June 30, 2006. The City is currently evaluating
the impact of adopting Statement No. 45.

(2) Deposits and Investments
The following is a complete listing of deposits and
investments held by the City at June 30, 2005:
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The deposits and investments of the City at June 30, 2005
are reflected in the financial statements as follows:
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State law authorizes the City to make deposits in the
accounts of federally insured financial institutions. Cash
held by fiscal agents or by trustees is secured in accordance
with the requirements of the agency or trust agreement.

The City is authorized to invest in obligations of the U.S.
government or its agencies, certificates of deposit, savings
and depository accounts of insured institutions,
commercial paper of certain investment quality, repurchase
agreements, banker’s acceptances, mutual funds of certain
investment quality, and investment pools as authorized by
state law.

Custodial Credit Risk of Bank Deposits
Custodial credit risk is the risk that in the event of
bankfailure, the Fund’s deposits may not be returned by
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the bank. The City does not have a deposit policy for
custodial credit risk. At June 30, 2005 and 2004, the Fund
had deposits of $12,918,713 and $31,912,638,
respectively, that were exposed to custodial credit risk, as
they were uninsured and uncollateralized.

Custodial Credit Risk of Investments
Custodial credit risk is the risk that in the event of failure of
the counterparty, the Fund will not be able to recover the
value of its investments or collateral securities that are in
the possession of an outside party. The City does not have
a policy for custodial credit risk. As of June 30, 2005 and
2004, the Fund had no investments subject to custodial
credit risk.

Interest Rate Risk
Interest rate risk is the risk that, over time, the value of
investments will decrease as a result of a rise in interest
rates. The City’s investment policy does not specifically
restrict investment maturities other than commercial paper,
which can only be purchased with a 270-day maturity. The
City’s policy minimizes interest rate risk by requiring that
the Fund attempt to match its investments with anticipated
cash flow requirements. Unless related to a specific cash
flow, the City is generally not permitted to directly invest in
securities maturing more than 10 years from the original
date of purchase. See the charts below.
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Credit Risk
The City of Detroit’s investment policy complies with state
law. The City limits its investments in commercial paper,
mutual funds, and external investment pools that purchase

commercial paper to the top two rating classifications
issued by two nationally recognized statistical rating
organizations (NRSROs).
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(2) - Credit Risk

As of June 30, 2005, the Fund had the following investments, maturities, and credit quality ratings of debt securities:
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Concentration of Credit Risk
Concentration of credit risk is the risk of loss attributed to the
magnitude of the Fund’s investment in a single issuer. The
City’s policy specifies a number of limitations to minimize
concentration of credit risk, including prohibiting investing
more than 5% of the portfolio in securities (other than U.S.
government, mutual funds, external investment pools, and
other pooled investments) of any one issuer.

More than 5% of the Fund’s investments are in Federal Home
Loan Bank and Federal National Mortgage Association
securities. These investments are 31% and 15.9%,
respectively, of the Fund’s total investments.

(3) Restricted Assets
Restricted assets, principally cash and investments, are
available for debt service on revenue bonds and to provide
funds for improvements, enlargements, extensions, and
construction. In certain instances, minimum levels of assets
are required by bond ordinance provisions or by Board of
Water Commissioners decree. These assets are maintained
as follows: (1) With respect to the Bond and Interest
Redemption Fund, after provision has been made for
expenses of operation and maintenance of the System, a
sum proportionately sufficient to provide for payment, when
due, of the current principal and interest is set aside. The
Bond Reserve Account is part of the Bond and Interest
Redemption Fund, and the amounts credited to this account
are to be used only to pay principal and interest on the
bonds when current revenues are not sufficient. (2) With
respect to the Extraordinary Repair and Replacement
Reserve Fund, after meeting the requirements of the

foregoing funds, monthly deposits in an amount equal to
one twelfth of 3% of the budgeted operation and
maintenance expense of the System for the fiscal year
must be set aside until the aggregate amount funded totals
at least 15% of that year’s budgeted operating and
maintenance costs. These deposits are to be used for major
unanticipated repairs and replacement to the System with
actual or anticipated cost exceeding $1 million. Once this
fund is fully funded, deposits required are amounts needed
to maintain fully funded status. Borrowings of up to 50% of
the balance in this fund on the first day of the related fiscal
year are allowed for transfer to and use from the
Improvement and Extension Fund. Any such borrowings
must be repaid prior to any deposits being made to the
Improvement and Extension Fund. (3) After the
aforementioned deposits have been made, excess
amounts may be deposited in the Improvement and
Extension Fund, established for the payment of
improvements, enlargements, repairs, extensions, or
betterment to the System. (4) With respect to the
Construction Fund, the portion of the proceeds of the sale
of bonds for building or improving the System is deposited
in this fund. A separate depository account is required for
each series of bonds. Proceeds for construction purposes
received from federal and state grants and other sources
that restrict the use of such proceeds are also deposited
into this account.

When both restricted and unrestricted resources are
available for use, generally it is the City’s policy to use
restricted resources first, and then unrestricted resources
when they are needed.
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(4) - Capital Assets
Capital asset activity for the fiscal years
ended June 30, 2005 and 2004 is as
follows:
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(5) Revenue Bonds
The outstanding indebtedness of the Fund was
$2,653,826,572 and $2,375,152,599 at June 30, 2005 and
2004, respectively. The interest rates on the outstanding
bonds range from 4.2% to 6.5%. Net revenues of the Fund
are pledged to repayment of bonds.

Future debt service requirements at June 30, 2005 See
chart below.

In fiscal 2005, the Fund issued $273,355,000 of City of
Detroit, Michigan, Sewage Disposal System Revenue
Second Lien Bonds, Series 2005-A; $40,215,000 of City of
Detroit, Michigan Sewage Disposal System Revenue
Refunding Second Lien Bonds, Series 2005-B; and
$63,160,000 of City of Detroit, Michigan Sewage Disposal
System Revenue Refunding Second Lien Bonds, Series

2005-C. The net proceeds were used to refund a portion of
the City’s outstanding Sewage Disposal System Revenue
Bonds and Revenue Refunding Bonds and to pay costs of
issuance associated with the 2005 bonds.

The net proceeds of the Sewage Disposal System
Revenue Second Lien Bonds, Series 2005-A, will be used
(a) to deposit into the Construction Fund and (b) for the
payment of the related costs of issuance, including the
premium for the municipal bond insurance.

The net proceeds of the Sewage Disposal System
Revenue Refunding Second Lien Bonds, Series 2005-B,
will be used (a) to advance-refund the $22,355,000
principal amount of the City’s Sewage Disposal System
Senior Lien Bonds, Series 1997-A, comprising serial bonds
maturing in the year 2022 (the Advance Refunded 1997-A
Bonds), with an average interest rate of 5%, (b) to advance-
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(4) - Capital Assets
Capital asset activity for the fiscal years
ended June 30, 2004 and 2003 is as
follows:
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refund $115,000 of 1999-A Sewage Disposal System
Senior Lien Bonds, maturing in 2011, and $3,425,000
1999-B Sewage Disposal System Senior Lien Bonds,
maturing in 2012 (the Advance Refunded 1999-A Bonds),
with an average interest rate of 5.20% and 5.25%,
respectively, (c) to advance-refund $8,215,000 of 2003-A
Sewage Disposal System Senior Lien Bonds, maturing in
2014, and $8,470,000 Sewage Disposal System Senior
Lien Bonds, maturing in 2015 (the Advance Refunded
2003-A Bonds), with an average interest rate of 5.0%, and
(d) the payment of the related costs of issuance, including
the premium for the municipal bond insurance.

The proceeds of the Sewage Disposal System Revenue
Refunding Second Lien Bonds, Series 2005-C, will be
used (a) to currently refund $6,770,000 principal amount
of the City’s Sewage Disposal System Senior Lien Bonds,
Series 1995-A bonds, maturing in the year 2025, with an
average interest rate of 5%, (b) to currently refund the
following amounts of the City’s Sewage Disposal System
Senior Lien Bonds, Series 1995-B bonds, $2,400,000
principal amount maturing in the year 2008, with an
average interest rate of 5.25%, $20,410,000 principal
amount of term bonds maturing in the year 2015, with an
average interest rate of 5.25%, and $36,605,000 principal
amount of term bonds, maturing in the year 2021, with an
average interest rate of 5.25% (together with (a) the
“Currently Refunded 1995-A/B Bonds”), and (c) for the
payment of the related costs of issuance, including the
premium for the municipal bond insurance.

Proceeds of the Refunding Bonds were deposited into an
irrevocable trust with an escrow agent to provide for all
future principal and interest payments on the Currently
Refunded 1995-A/B Bonds when due to and including
July 1, 2005 at 100% and 101%; the Advance Refunded
1997-A Bonds when due to and including July 1, 2007 at
101%; the Advance Refunded 1999-A Bonds when due to
and including July 1, 2010 at 101%; and the Advance
Refunded 2003-A Bonds when due to and including July
1, 2013 at 100%.

The advance refunding resulted in a difference between
the reacquisition price and net carrying amount of the old
debt of $8,987,394. This difference, reported in the financial
statements as a deduction from bonds payable, is being
charged to operations through the year 2024 using the
straight-line method. The fund completed the advance
refunding to reduce its total debt service payments over
the next 20 years and to obtain an economic gain
(difference between the present values of the old and new
debt service payments) of $6,143,299.

In prior years, the Fund defeased certain bonds by placing
the proceeds of new bonds in an irrevocable trust to
provide for all future debt service payments on the old

bonds. Accordingly, the trust account assets and liabilities
for the defeased bonds are not included in the Fund’s
financial statements. Similarly, the interest expense related
to the defeased bonds and the related interest income
earned on the escrow fund investments have not been
recognized in the statements of revenues, expenses, and
changes in fund net assets. As of June 30, 2005 and 2004,
approximately $593,330,000 and $490,565,000,
respectively, of bonds outstanding are considered
defeased.

Bonds outstanding at June 30, 2005 include
$2,318,471,573 of bonds callable at various dates after
June 30, 2005. These bonds are callable at varying
premiums, depending on the issue and length of time to
maturity.

(6) Issuance of Pension Obligation Certificates
On June 2, 2005, the Detroit Retirement Systems Funding
Trust issued $1.44 billion ($640 million of taxable fixed-
rate Series A and $800 million of taxable floating-rate Series
B) of taxable pension obligation certificates of participation
(POCs). The Trust was created by the Detroit General
Retirement System Service Corporation (DGRSSC) and
the Detroit Police and Fire Retirement System Service
Corporation (DPFRSSC), both blended component units
of the City. The City entered into service contracts with the
DGRSSC and the DPFRSSC to facilitate the transaction.
The POCs represent undivided proportionate interests in
the rights to receive the payments from the City under its
service contracts with the DGRSSC and the DPFRSSC.

The POCs were issued for the purpose of funding certain
unfunded accrued actuarial liabilities (UAAL) of the two
retirement systems of the City, which include the General
Retirement System (GRS) and the Police & Fire Retirement
System (PFRS). The UAAL is a liability of the City for past
services rendered by its employees in which Michigan
state law and the Michigan Constitution require that a
portion be annually paid. The GRS includes employees
and retirees of certain Enterprise funds, including the
Sewage Disposal Fund.

A total $8,760,811 of the $1,440,000,000 in POCs issued
is attributable and allocated to the Sewerage Fund. The
amount of $286,646 relates to issuance costs that are
recorded as an asset and will be amortized over 20 years,
the life of the POCs; $8,474,165 of the proceeds were
contributed to the GRS, which included $623,884 of annual
required contributions for June 30, 2005. The remaining
amount of $7,850,281 resulted in a net pension asset.

Interest payments for Series A will commence on December
15, 2005 and are due semiannually, while the first principal
payment is payable June 15, 2007, due annually, and is
payable through 2025. Interest payments for Series B will
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commence on September 15, 2005 and are due quarterly
through 2025, while the first principal payment is payable
June 15, 2007, due annually, and is payable through 2025.
The interest rates on the outstanding obligations range from
4.004% and 4.948%.

The redemption dates and aggregate principal and interest
amounts for each such redemption date. See chart  above.

(7) Deferred Swap Termination Proceeds and Payments
During the year ended June 30, 2005, the Fund and its
counterparty terminated a forward starting swap agreement
related to the issuance of debt in fiscal year 2005. The Fund
paid a termination payment in the amount of $11.75 million
that has been reserved to offset future debt service. The
expense will be recognized over the life of the debt that was
issued in fiscal year 2005 using the straight-line method.

During the year ended June 30, 2004, the Fund and its
counterparty terminated a forward starting swap agreement
related to the future issuance of debt in fiscal year 2005.
The Fund received a termination payment in the amount of
$14,056,137 that has been deferred to offset future debt
service. The proceeds will be recognized over the life of the
debt using the straight-line method.

(8) Long-Term Liabilities
Long-Term Liabilities Long-term liability activity for the years
ended June 30, 2005 and 2004. See charts on page 46.

(9) Derivatives Not Reported at Fair Value
The Fund is party to derivative financial instruments
consisting of interest rate swaps that are intended to
effectively convert variable-rate financings to fixed-rate
financings. These are not reported at fair value on the
statement of net assets at June 30, 2005.

Objective of the swaps. In order to better manage its
interest rate exposure and to reduce the overall costs of its
financings, the Fund has entered into six separate fixed-
payor interest rate swaps.

Market access risk. The City is exposed to market access
risk on its hedge swaps or forward starting swaps in the
event that it will not be able to enter credit markets or in the
event that credit will become more costly.

Terms, fair values, and credit risk. Certain key terms, fair
market values, and counterparty credit ratings relating to
the outstanding swaps as of June 30, 2005 are presented
below. The notional amounts of the swaps, except those
with effective dates of September 1, 2006 and March 1,
2007, match the principal amounts of the outstanding
financings. The swaps with effective dates of September
1, 2006 and March 1, 2006 were entered into to hedge
future interest rate risk and will be associated with
financings expected to be issued prior to the effective dates.
Except as discussed under rollover risk, the Fund’s swap
agreements contain scheduled reductions to outstanding
notional amounts that match scheduled or anticipated
amortization of associated financings. See chart on page
47.

Fair value. Because interest rates have generally declined
since the time the swaps were negotiated, most of the
Fund’s swaps have a negative fair value as of June 30,
2005. The negative fair values may be countered by lower
total interest payments required under the variable-rate
financings, creating lower synthetic interest rates.

Credit risk. As of June 30, 2005, the Fund was not
significantly exposed to net credit risk, as the majority of
the swaps had net negative fair values. However, should
interest rates change and fair values of the swaps become

(6) - The redemption dates and aggregate principal and interest amounts for each such redemption date.
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positive, the Fund would be exposed to credit risk in the
amount of the derivatives’ positive fair value.

The swap agreements contain varying collateral
agreements with the counterparties. The swaps require full
collateralization of the fair value of the swap should the
counterparty’s credit rating fall below certain rating levels
by Fitch Ratings, Standard & Poor’s, and/or Moody’s
Investors Service. Collateral on all swaps is to be in the
form of U.S. government securities held by a third-party
custodian.

Basis risk. The Fund is not exposed to significant basis
risk on its swaps because most of the variable payments
received are based on the Bond Market Association (BMA)
index. The Consumer Price Index (CPI) indexed swaps are
associated with CPI indexed financings and thus create no
basis risk. The London Interbank Offered Rate (LIBOR)–
based swap has basis risk on $28.3 million of swaps.

Termination risk. The Fund or counterparty may terminate
any of the swaps if the other party fails to perform under the
terms of the contract. In such cases, the Fund may owe or
be due a termination payment, depending on the value of
the swap at that time. In addition, the Fund is exposed to
termination risk, but not termination payments, on certain
of the Fund’s swaps related to Sewer Series 1998-A, Sewer
Series 1998-B, Sewer Series 2001-C-1, Sewer Series 2001-
C-2, and Sewer Series 2003-B. These swaps provide the
counterparty with the option to terminate the swap
agreement beginning on January 1, 2010, July 2, 2011,
July 1, 2005, July 1, 2005, July 1, 2008, July 1, 2008,
January 1, 2010, January 1, 2010, and July 1, 2013,
respectively, upon the passing of certain BMA thresholds.
If any of these swaps were terminated, the associated
variable-rate financings would no longer carry synthetic
interest rates, but there would be no termination payment.

Rollover risk. The Fund is exposed to rollover risk on swaps
that mature or may be terminated prior to the maturity of the
associated financings. When these swaps terminate or, in

the case of the termination option, if the counterparty
exercises its option, the Fund will not realize the synthetic
rate offered by the swaps on the underlying issues.

(10) Employee Benefit Plan
Substantially all City employees, including the Sewage
Disposal Fund employees, are covered by a single-
employer plan composed of a defined benefit with an
optional employee-contributed annuity through the
General Retirement System (GRS). The GRS pays a
monthly pension to qualified individuals upon retirement.
The amount is based upon a combination of years of service
and annual salary.

Plan Description
The GRS is administered in accordance with the City of
Detroit Charter and union contracts, which assign the
authority to establish and amend contributions and benefit
provisions to the Retirement System’s board of trustees.
The GRS issues separate, stand-alone financial statements
annually. Copies of these financial statements can be
obtained at the Coleman A. Young Municipal Center, 2
Woodward Ave., Rm. 908, Detroit, Michigan, 48226.

Funding Policy
The GRS funding policy provides for periodic employer
contributions at actuarially determined rates that,
expressed as percentages of annual covered payroll, are
sufficient to accumulate sufficient assets to pay benefits
when due. The contribution requirements are established
and may be amended by the GRS board of trustees based
on information provided by the GRS’s consulting actuary.
The City’s contribution is set by the City Council in
conjunction with its approval of the City’s annual budget
based on information provided by the GRS’s consulting
actuary.

The recommended contribution rate is determined by the
GRS’s consulting actuary using the entry age normal
actuarial cost funding method. Significant actuarial
assumptions used to compute contribution requirements

(9)  - Terms, fair values, and credit risk
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are the same as those used to compute the actuarial
accrued liability.

Based upon the June 30, 2003 actuarial valuation, which
was the most recent actuarial data available when the
budget was developed for the year ended June 30, 2005,
the actuary recommended the Sewage Disposal Fund
contribution rate of 10.09%. Contributions for the Sewage
Fund totaled $14,210,003, which included $8,474,165 from
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(10) - The actuarial methods and significant assumptions used to determine the annual
required contributions for June 30, 2005 were as follows:

proceeds of the issuance of the pension obligation
certificates of participation (see note 11).

Employees may elect to contribute 3%, 5%, or 7% of the
first $87,900 of annual compensation and 5% or 7% of any
excess over $87,900 for annuity savings. Contributions
are voluntary for all union and nonunion employees.
Contributions received from Sewer Fund employees during
the year ended June 30, 2005 amounted to $6,108,640.
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(10)  -  Administrative Expenses
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(10) -  Following are the annual pension cost and net pension asset as of June 30, 2005
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Administrative Expenses
Actuarial investment management and bank trustee fees
and expenses are included in the GRS plan’s
administrative expenses when incurred. In addition, the
GRS plan’s administrative salary, rent, accounting services,
duplicating, telecommunications, and travel expenses are
included in the GRS plan’s administrative expenses when
incurred. See charts page 48.

(11) Due (to) from Other Funds
During the course of operations, numerous transactions
occur between individual funds and other City of Detroit
funds for goods provided or services rendered. Related
receivables and payables are classified as “due from other
funds” or “due to other funds” on the balance sheets and
are summarized. See chart below.

(12) Capital Improvement Programs
The Fund is engaged in a variety of projects that are a part
of its five-year Capital Improvement Program (the Program).
The total cost of this Program is anticipated to be
approximately $1.95 billion through fiscal year 2010. The
Program is being financed primarily from revenues of the
Fund and proceeds from the issuance of revenue bonds.

The total amount of construction contract commitments
outstanding at June 30, 2005 and 2004 was approximately
$453 million and $647 million, respectively.

(13) Rate Adjustments
The U.S. Environmental Protection Agency (EPA), in
attempting to ensure that user charges are proportional in
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effect as well as in their design, requires grantees to
compare budgeted wastewater contributions, revenues
from users, and user classes to actual results and make
appropriate rate adjustments in the second succeeding
year. The accompanying financial statements reflect
management’s estimates of the current and noncurrent
amounts receivable from and refundable to customers in
accordance with the regulations. Although subsequent
adjustments to these amounts may occur, management
does not believe the impact would be material to the
Fund’s financial position or results of operations.

(14) Contingencies
The operation of the Fund’s Waste Water Treatment Plant
(WWTP) is subject to extensive regulation pursuant to the
Federal Water Pollution Control Act, as amended by the
Clean Water Act of 1977 and the Water Quality Act of
1987 (collectively, the Clean Water Act). Included in the
regulatory framework established by the Clean Water Act
is the National Pollutant Discharge Elimination System
(NPDES) permit program, which requires operation of
wastewater treatment facilities according to discharge
limitations and other requirements as set forth in permits
issued to each facility. The U.S. EPA has authorized the
State of Michigan Department of Environmental Quality
(MDEQ) to implement and enforce the federal NPDES
permit program.

The Fund and the City’s Legal Department operate the
WWTP pursuant to an NPDES permit that took effect on
January 1, 2004 and which is due to expire on October 1,
2007.
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(11) - Due (to) from Other Funds
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The Fund is also a defendant in numerous other alleged
claims and lawsuits. The Fund and its legal counsel have
estimated a reserve for the potential outcome of such claims
or the amount of potential damages in the event of an
unfavorable outcome for each of the above contingencies,
which is included in the accompanying financial statements.
The Fund’s management and the City’s Legal Department
estimate that any differences in reserved amounts, and other
potential claims against the Fund not covered by the Fund’s
insurance, resulting from such litigation will not materially
impact the Fund’s financial position or results of operations.

The City holds various commercial insurance policies to
cover potential loss exposures.
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